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The President’s Economic 


Program 
* 


Mr. Sotomon: At his weekly news conference last Wednesday, 
President Eisenhower discussed the downswing in economic activity 
which we are now experiencing. The President’s view is that this down- 
swing in business will correct itself with the aid of the economic pro- 
gram which he has submitted to Congress. He said that he and his ad- 
visers are watching the situation daily and that he sees nothing in the 
current business situation which calls for a “slam-bang” emergency anti- 
recession program. In contrast, other observers of the economic scene 
see a greater danger in the present economic downswing. These groups 
want more action taken now, such as further tax cuts, in order to correct 
the present recession and to make sure that it does not snowball into 
something more serious. 

Which of these points of view is correct? Is the Administration’s atti- 
tude justified; or, as some suggest, is the Administration being over- 
complacent? 

Senator Douglas, what are your views on the present economic situa- 
tion? 


Senator Douctas: I think that conditions are very much more serious 
than the President would have us believe. The figures for March have 
not been fully released, but on Friday the Bureau of the Census gave 
out the complete estimates on unemployment for February. These 
showed three million, nine hundred thousand workers either unem- 
ployed or laid off. This is about 64 per cent of the working force of the 
country. It is also significant that the Census estimated that there were 
twelve million among the nonagricultural workers who, in practice, 
worked less than forty hours a week; and this was two million more 
than those who were on part-time in the preceding month of February. 
Of course, some of this is voluntary part-time; but a large portion of it 
is involuntary part-time—people who have been put on four days, three 
days, and in some cases two days a week—so that, if these are added to 
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the full-time unemployed, the situation is much more serious than is 
commonly believed. | 

The Federal Reserve Board index of general production for F Be | 
was 10 per cent below February, 1953. Steel is producing at approx 
mately 68 per cent of capacity or about 25-26 per cent below what it was 
last year at this time. The production of automobiles is down about 15 
per cent. Farm equipment we know to be in a bad way; textiles are in a 
bad way; and freight carloadings are down about 13 per cent below the 
corresponding week of last year. 

Now, the great danger in all this is that the decline in production and. 
employment will touch off a chain reaction. The people thrown out of 
work will buy less, industries producing less naturally need less raw 
material, and so on, so that we may have a chain reaction which will 
cumulatively destroy production, employment, and purchasing power 
and cause what is now a recession to become a depression. 

Therefore, it seems to me very important that we should recognize 
the situation, realize the danger, and try to stabilize the economy. 


Mr. Sotomon: Mr. Kestnbaum, the Committee for Economic Devel- 
opment, of which you are chairman, has just this past week issued a 
statement entitled Defense against Recession. How do you feel about 
the current situation? 


Mr. Kestnpaum: My estimate is somewhat different from that of 
Senator Douglas. In the first place, I believe that these figures which 
are quoted and which are correct are comparing our present situation 
with the period last year when we. were at an alltime high and that 
therefore these declines look more serious than they would if they were 
extended over a longer period. 

We all know how difficult it is to appraise a situation as complicated 
as the one in which we find ourselves. There is no doubt that we are 
going through a period of adjustment. As a matter of fact, this adjust: 
ment was in the process of developing prior to Korea and was reversed 
by the Korean episode. We now face the fact of leveling off after a long 
period of expansion; and this adjustment is both inevitable and in some 
respects desirable, provided it can be kept within bounds and providec 
it does not become a serious hardship on too many people. 

Contributing to this adjustment is a changed attitude toward inven 
tories. As you know, throughout this long period inventory accumula 
tion has been the rule of business; and, as various commodities becam: 
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in short supply, steel and metals and other items were accumulated so 
as to protect business against possible shortages. Now these same busi- 
nesses are giving up these inventories, and this change in inventory 
policy is responsible for a great deal of the reversal which we see at the 
present time. 

The question arises: Is this permanent or is it temporary? If this is a 
permanent change, then obviously the Administration is bound, both 
by law and by conscience, to do something about it. If we are in a tem- 
porary situation, then we are wise not to interfere too quickly, because 
basically it is the economy which must correct itself. And I am of the 
opinion—and this is the position which the Committee for Economic 
Development has taken—that the economy is basically strong; that we 
have many more built-in stabilizers than we had in 1929; that the likeli- 
hood of a serious decline has been greatly reduced; and that we know a 
great deal more about how to handle it. Therefore, it has seemed to me 
that the appropriate action at the present time is cautiously to stand by 
and to see how this develops and to make certain that we do not under- 
take steps too quickly and too soon. 


Senator Douctas: First, may I say that I am very appreciative that 
my good friend, Meyer Kestnbaum, recognizes that we have built-in 
stabilizers in the economy. I suppose that he refers to unemployment in- 
surance, the guarantee of bank deposits, farm-price supports, Securities 
and Exchange Commission regulations, and so on. These are stabilizing 
factors. And I am also very proud of the fact that they were built into 
the economy by the Democratic party over the opposition of most of 
Mr. Kestnbaum’s Republican friends. So I do not expect us to get into 
trouble such as we had from 1929 to 1933, thanks to the good work of 
the Democrats; and I may say that we Democrats perhaps will save the 
Republicans from the consequences of their own folly. 

But, to proceed to the present situation, I noticed Mr. Kestnbaum 
used very soft words in discussing the situation. He spoke of “adjust- 
ments” and the fact that we probably were up on too high a level and 
that it was merely an inventory contraction, and so on. We hope that 
this may be so; but this term, “an inventory adjustment,” like the 
proverbial overcoat, covers a multitude of sins. It may be used to cover 
up the fact that people do not buy the quantities produced at the prices 
charged and that therefore business, unless it wishes to slash prices 
appreciably, will have to reduce production and lay people off. So I 
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would say that soft words do not cure the patient, Meyer, and you may 
find yourself in a situation in which the chain reaction will operate. 


Mr. Sotomon: I do think, Senator, that we have to distinguish be- 
tween a recession, which is caused by a switch from inventory accumu- 
lation to inventory reduction, and the type of recession in which the 
declines are caused by cutback in capital expenditures, like plant equip- 
ment and construction. 


Senator Douctas: Whatever the initiating causes may be—and there 
can be a multitude, I think, of initiating causes—the danger is that the 
cumulative causes will sweep on. For instance, we can have forest fires 
start from smokers dropping matches, locomotives sending out sparks, 
lightning striking, and so forth; but, however the fire starts, there is a 
cumulative nature to a forest fire, heating the atmosphere, the hot air 
rising, the cold air moving in, the wind fanning the flames, the flames 
creating more wind, and so on—that is a cumulative factor, and we have 
to fight it. 


Mr. Kestnsaum: I am very much impressed with the Senator’s ex- 
tensive knowledge of the physiology of forest fires... 


Senator Dovctas: I fought them as a boy. 


Mr. Kestnsaum: ... and I have also a great respect for his wisdom 
and acumen as an economist; but I believe that it is the latter knowl 
edge which has a bearing on the thing which we are discussing today 
The difficulty with argument by analogy, of course, is that the analogie: 
do not always fit. We probably are back to the same basic difference 
of opinion as to what the patient requires, to how sick the patient is 
and to what is required in order to get him better. 

On this point I would just like to suggest that in the final analysis i 
is the patient who must cure himself. It is nature which makes th 
patient better; and it is what the patient generates within himself whick 
is going to help this situation. The role of government is important, bu 
I should like to suggest that it is not the government which supports th 
economy, really; it is the economy which supports the government. I 
the final analysis, the government can do only certain things. The mean 
which are available to us are very powerful, to be sure, but no mean 
would be satisfactory if the economy itself were not healthy. I nee 
only point to the economies of the European countries. Europeans knov 
all that we do about a great many things in the way of economic con 
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trols, but they, nevertheless, are not able to get their economies onto a 
healthy basis, precisely because the economies themselves do not have 
the vitality which is needed. 


Senator Douctas: May I say that I think that our economic organiza- 
tion is fundamentally healthy. It has tremendous productive power; but, 
just because of that tremendous productive power, there is always the 
danger of slippages. Furthermore, although I am sure that you do not 
subscribe to this, your doctrine sounds very much like that of President 
Hoover from 1929 to 1933, who kept insisting that fundamentally soci- 
ety was absolutely healthy; that we did not need to do anything; that 
prosperity was just around the corner or that it had already arrived; 
and that we should keep our hands off. We saw during that period how 
disastrous were the consequences of standing by and, like Mr. Micawber 
in Dickens’ David Copperfield, “waiting for something to turn up.” 


Mr. Sotomon: I do think that there is a little difference, here, Senator. 
For example, talking about plant equipment and construction expendi- 
tures, we have never had a serious downturn in business without a 
serious collapse in these expenditures. From 1929 to 1930 they fell 25 
per cent; from 1937 to 1938 they fell 20 per cent; in the 1949 downturn, 
by contrast, they fell 4 per cent. Now, by all the surveys which we have 
(this is, of course, a guess), these capital expenditures are not going to 
fall much more than 3 or 4 per cent in 1954. 


Senator Douctas: Those are the McGraw-Hill estimates by busi- 
uesses of the amounts which they intended to invest. Is that not true? 


Mr. Sotomon: These are the Securities and Exchange Commission’s 
sstimates, which have been pretty good evidence in the past, you know. 


Senator Douctas: You notice the series of the Engineering News 
Record on heavy construction. That series may not be perfect, but it is 
upposed to cover the heavy-engineering contracts which have been let; 
ind these show a 38 per cent reduction for the first ten weeks of 1954 as 
compared with the first ten weeks of 1953. The Dodge figures are up 
or home-building, but the Engineering News Record figures have not 
yeen given as much weight as, it seems to me, they deserve to be given. 


Mr. Sotomon: The Bureau of Labor Statistics’ figure on construction, 
vhich is the best estimate which we have of over-all construction, is 
ot very much down from 1953. It is still of the order of thirty-four bil- 
ion; and the Bureau probably will have to raise it. 


| 


Senator Douctas: May I say that those are estimates as to what ii 
going to happen. ) 

Mr. Sotomon: Yes. | 

Senator Dovexas: The Engineering News Record is what has hap: 
pened; and it is in terms of contracts not for individual homes but 
presumably for large private and public works together. And, as a mat 
ter of fact, I have not seen those figures successfully attacked. 


Mr. KestnzauM: May I suggest that this illustrates the extreme dif 
ficulty that we are in, in trying to appraise this situation and t 
make forecasts for the future. The estimates of what industry wil 
spend are, of course, estimates and are subject to change. Nevertheless 
as you have pointed out, Mr. Solomon, they have in the past demon: 
strated that they are reasonably reliable. The other difficulty which w 
face is the one of timing. It seems to me that it is much more intelligen 
to take some of these indices and project them on an annual basis. Fo 
example, steel production has been fluctuating from 80 per cent down 


6 THE UNIVERSITY OF CHICAGO ROUND TABLE 


below 70; but all the responsible people in the steel industry believe th 
they will be operating at 80 per cent of capacity this year. Now, wi 
80 per cent of the greatly increased capacity, we shall be producing thii 
year an amount of steel which is probably greater than any other peri 
in history except for the last two years. That is to say, it will be the thir 
largest steel production in our history. Certainly this does not sugge 
an economic collapse. 

Similarly the automobile industry, which last year produced mor 
than eight million cars, an all-time high, expects this year to produc 
something over five million. Now, five million cars will again be th 
second or third largest production in our history. These are not frighte 
ing figures except in so far as they compare with peaks; and I shoul 
like to suggest that a comparison with an all-time peak is an unreliabl 
comparison and may lead us to the wrong conclusions. 


Senator Douctas: I do not want to belabor the point, but I thi 
that, in addition to the figures on production, the figures on employme 
and unemployment are extremely important. The presence of thr 
million, nine hundred thousand workers in February who were co 
pletely without a job and of many millions more who only had part 
a job indicates that the problem is serious and cannot be disregarde 
While Mr. Humphrey, the Secretary of the Treasury, considered fo 
million unemployed a relatively low figure in testimony which he gav 
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last week before the Senate Appropriations Committee, I personally do 
not think that that is a matter of indifference. 


Mr. Kesrnsaum: It seems to me that no one can look at any large- 
scale unemployment figure with equanimity. Nevertheless, I should like 
to point out that in 1939, after a period of seven years of energetic effort, 
we had nine and a half million unemployed. So that there is some 
relativity even to these figures. 


Mr. Sotomon: I agree that letting the weakness in the consumer 
market accentuate the downswing can do major harm. What would 
you say, Senator Douglas, we should do about it? 


Senator Douctas: I think that there is one thing which government 
can do; and that is to reduce income and sales taxes. We have been 
fighting the first round of that battle in Congress during the last ten 
days. We have been revising the excise taxes, and a small cut of nine 
hundred million dollars was put into effect. I tried to increase it by 
about five hundred million more on household appliances, on auto- 
mobiles, and on radios, phonographs, and television sets. 


Mr. Sotomon: You mean you tried to increase the cut? 


Senator Douctas: Increase the cut. And I believe that the release of 
this purchasing power would have enabled consumers with the same 
number of dollars to buy more and would have helped a variety of in- 
dustries and in particular would have helped the consumer durable 
zoods, which have been almost the hardest hit. That is one very distinct 
way to reduce taxes in a period of recession, so that consumers will 
lave more money with which to buy. 


Mr. KestnsauM: There is no doubt that this is probably the most 
ffective means at our disposal and that this is the way in which public 
yolicy or Administration policy will become effective in the event that 
urther action is needed. 


Senator Dovuctas: But may I say that the Administration fought us 
itterly all the way and said that it would be a calamity if these cuts 
vere carried into effect. I could hear the whip cracking over the shoul- 
lers of the members of the House of Representatives and over some 
nembers of the Senate, until it sang as Simon Legree used to make his 
vhip sing down South before the Civil War. 


Mr. KestnzauM: Obviously Senator Douglas has some insight into 
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what goes on in Washington which I do not have. I was not aware tha 
this long snake whip was being used. 


Senator Douctas: Very powerful! 


Mk. Kestnzaum: But the question which is undoubtedly confrontin 
the Treasury is one of trying to get some revenue in a period wher 
revenue is needed, not so much for the purpose of balancing the budge: 
at the present time, because I think the Administration is satisfied th 
the budget will not be balanced this year, but because in the long rur 
there must be some relationship between our expenditures and our i 
come. And this again becomes a question of judgment. To what exten) 
ought taxes be reduced now? I should like to suggest that some of the 
benefits which the Senator contemplates—for example, the stimulus te 
consumer durable goods—may not be forthcoming. It may be that con 
sumer inventories in these products are relatively high. As a matter 
fact, we have gone through a long period of purchasing, and we c 
not be absolutely certain that a reduction in taxes—as, for example, 
increase in personal exemption of one hundred dollars, which woul 
make a difference of two and a half billion dollars in our revenue an 
which would make a great difference in our administrative position 
would have as great a stimulus as is generally believed on the part 
those who advocate it. 


Senator Douctas: I have always thought that a reduction in prict 
normally led to an increase in the quantity demanded and that a redu 
tion in the federal sales taxes, under competigion, would lead to redu 
tion in price and therefore to some stimulus. To the degree that it w 
not fully absorbed in those industries, purchasing power would 
released for other industries. 

Mr. Kestnbaum touched on the second phase of our tax program— 
namely, to increase the personal income-tax exemptions. Senator Geor 
is proposing to increase exemptions from six hundred dollars a perso 
to eight hundred dollars. And I may say that I had a bill in my hand 
ready to introduce, when he beat me to it by about thirty seconds. 4 : 
naturally approve of it. This would mean that, for a family of four 
instead of the exemption being twenty-four hundred dollars, as now, 
would be thirty-two hundred dollars, or eight hundred dollars more 
Assuming the same withholding tax—and we will come to that in | 
minute—that would mean a saving of a hundred and sixty dollars fo 
the normal family; and that is very appreciable. It is the equivalent c 


THE UNIVERSITY OF CHICAGO ROUND TABLE 9 


three dollars a week. That would add to the monetary purchasing 
power very appreciably. 

We might split it. We might provide a reduction in the withholding 
tax from 20 per cent, say, to 17 per cent and an increase in the exemp- 
tion from six hundred to seven hundred dollars; but, whatever the pre- 
cise method that you use, the purpose would be to release purchasing 
power to stabilize the economy. Mr. Kestnbaum, as chairman of CED, 
which is a fine organization, has done a great deal in pointing out, I 
believe, to businessmen and to the country that in times of recession it 
is more important to stabilize the economy than to stabilize the budget. 
And he has been a very eloquent advocate of having a compensatory 
budget to help balance the shrinkages and expansions in private credit. 
I am a little bit disappointed when we come right up to the test to find 
him shying away and saying, “Now is not the time to do it. Some other 
time.” 


Mr. Sotomon: Mr. Kestnbaum, how would you defend your posi- 
tion? Senator Douglas obviously feels that it is better to err on the 
side of being too much, too soon than too little, too late. What are the 
dangers of too much, too soon, at this juncture? 


Mr. Kestnsaum: It seems to me that the dangers are partly psycho- 
logical and partly actual. They are psychological, because there is a 
great tendency on the part of the business and financial community 
and on the part of individuals to lean on the remedies. That is to 
say, once we reduce the tax base or increase the exemption, as is pro- 
posed—and in an emergency this is certainly the way in which we 
must proceed—but if we do this earlier than is necessary and if the 
benefits are not forthcoming as rapidly as we hope, then obviously 
someone is going to come along and suggest, “Well, this didn’t quite 
work; let’s do some more. Let’s have another increase in exemptions.” 
And this could go on very substantially. And in the process we lose 
tremendous revenues. 

While I have always advocated a compensatory budget, I do feel 
that in the long run there must be some reasonable balance between 
income and expenditures; and the CED program has suggested that 
in times of high employment there be a surplus, not a deficit, in the 
budget. 

It seems to me that this is one of the criticisms which can be made 
of Senator Douglas’ associates in Washington. They get credit for 
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doing many excellent things, and these built-in stabilizers certainly | 
are highly constructive. They deserve great credit. But some criticism | 
should be made of the fact that in a period of great prosperity and of 
prolonged prosperity we have had sustained and continuing deficits | 
and have not made provision in good times for the times which are. 
inevitably going to follow. 


Senator Douctas: Having worked hard in periods of full employ-. 
ment for a balanced budget and a government surplus and having | 
taken a great many blows because I was trying to reduce expenditures, | 
I think, however, that I at least am privileged to urge a compensatory | 
theory at this time. May I say that the record of the Democratic party | 
in the way of deficits is not so bad as a great many of our Republican | 
friends represent it as being, because, if we take the seven calendar | 
years from 1946 to 1952, when Mr. Truman was President, and if we ) 
take the entire consolidated cash budget, we find that in five of those | 
years there were surpluses; two of the years there were deficits. And 
the surpluses exceeded the deficits by twelve and a half billion dollars. 
I get a great deal of fun, really, seeing my Republican friends now | 
desperately trying to prove that their consolidated cash budget is in | 
balance, when, as a matter of fact, the Truman consolidated cash 
budget—taking into account Social Security, that is—was not only in | 
balance but was twelve and a half billion dollars surplus during this 
time. The Administrative budget, of course, was not in balance. 


Mr. Sotomon: I would like to come back to this point of what the 
dangers are of too much, too soon. I read somewhere that the dangers 
are apparently that it conflicts with long-run attitudes of the govern- 
ment. Have you a final word on this, Mr. Kestnbaum? 


Mr. Kesrnsaum: I think it is not so much that it conflicts with long- 
run policies as it means that we may be exhausting our remedies too 
soon. There is a limit even to the amount of tax reduction which might 
be effective; and at least my judgment is that we should be sure that 
we use these remedies as they are needed and not sooner than they 
are needed. In the final analysis the people are the ones who do support 
and benefit from the government which we have; and it is not pos- 
sible for them to escape taxation in any very large way. And there is 
always great temptation to say that, if we could only reduce taxes, 
everything would be better, when this is hardly so. 
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Senator Douctas: I would say that the consequences of a depression 
would be so terrible, both internally, internationally, and every other 
way, that it is very dangerous for us to gamble. We are in a very 
tight spot right now with the high volume of unemployment and 
reduced production. It is better to try to prevent it from occurring 
than to hold back and possibly have this catastrophe sweep over us. 


Mr. Sotomon: You suggest that it is better to err on the side of in- 
flation at this time. 


Senator Douctas: Oh, no, it is not inflation! It is a process of ex- 
panding monetary purchasing power so that idle labor and idle capital 
may be put together to produce goods which otherwise would not be 
produced. No, not inflation! 


Mr. Kestnpaum: Nevertheless, the steps taken would be inflationary 
in there. 


SENATOR Douctas: No. 


Mr. Sotomon: But quantitatively we do not have a precise weapon. 
One has to err—which direction should we err in? 

Senator Dovctas: I will say this: That it would be terrible for the 
present Administration to go down in history like Neville Chamber- 
lain and Stanley Baldwin—always dealing with emergencies too little 
and too late. 

Mr. Kestnpaum: I should agree with the Senator; but I think, how- 
ever, that we have ample remedies and ample time in which to act. 


Selections from the | 
Introduction and the Summary of 


DEFENSE AGAINST RECESSION: POLICY FOR GREATER | 
ECONOMIC STABILITY* | 


By the Research and Policy Committee of the 
Committee for Economic Development 


INTRODUCTION 


Ups and downs of business have 
been common in American history. 
In the long run the trend has been 
strongly upward. From generation to 
generation the number of persons em- 
ployed, production per worker, and 
income per person have greatly in- 
creased. But the rise has not been 
smooth. Around this upward trend 
there have been fluctuations—periods 
of inflation and periods of deflation 
and unemployment. 

Ups and downs cannot be avoided 
in the American economy. Most 
workers and businesses are engaged 
in producing things for sale to private 
individuals and businesses. The buy- 
ers are free to decide how much, 
what and when to buy. When they 
decide, in significant numbers, to buy 
more or less of a certain product, the 
industry producing it must adjust to 
a larger or smaller market. 

Such adjustments are needed to 
keep the economy efficient and grow- 
ing by keeping production attuned 
to new demands and new methods. 
And when a number of adjustments 


*From the report released by the Com- 
mittee for Economic Development on 


March 22, 1954. 


* 
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| 
come at one time in the same direc- 


tion the result is a general tendency 

towards inflation or recession—a | 
tendency that careful planning can ) 
moderate but not entirely offset. | 

But there is a vast difference be- | 
tween moderate and inevitable ups 
and downs and the great, general | 
economic swings we have sometimes | 
experienced. Sharp or persistent in- | 
flations, deep and dragging depres- 
sions, are not corrective but destruc- 
tive. And, unlike the milder fluctua- 
tions, they are not inevitable. 

Economic fluctuations can be re- | 
duced without loss of freedom or re- | 
striction of economic growth or effi- 
ciency. By stability we mean less fluc- 
tuation in total economic activity | 
around a strongly rising trend. Sta-_ 
bility does not mean that the fortunes : 
of the individual business will not 
vary, or that individual workers are | 
completely guaranteed against unem- 
ployment, or that particular prices do 
not rise or fall. In a growing economy 
these individual variations are essen- 
tial. 

This general condition of stability 
can be achieved by general measures 
—by measures that influence the en- 
vironment within which we all 


THE UNIVERSITY OF CHICAGO ROUND TABLE 13 


operate without restricting the action 
of individuals. Government action to 
promote economic stability does not 
require an expansion of government 
powers but only a better use of the in- 
fluence that government traditionally 
and properly exercises in a free soci- 
ety, for example, through monetary 
policy. This will not restrict the free- 
dom of individuals and it will not re- 
strict the individual adjustments that 
are necessary for economic efficiency 
and growth. On the contrary, greater 
stability will give these adjustments a 
more favorable environment, permit- 
ting the individual to make his own 
plans and adjustments with less fear 
that these will be upset by extreme 
fluctuations in the economy as a 
whole. 

Moderating economic declines and 
preventing depressions is one half of 
the problem of making the American 
economy more stable. The other half, 
of course, is the restraint of inflation. 
For the past decade the restraint of 
inflation has been the subject of al- 
most continuous effort and discus- 
sion. National attention has only re- 
cently focused again on the problem 
of economic decline. In the past 20 
years the American economy has 
changed in many ways. It is impor- 
tant to check over our present nation- 
al defenses against recession and de- 
pression and see how they can be 
strengthened. .. . 

Preventing depressions and moder- 
ating recessions requires a high and 
rising level of total demand. Goods 
will be produced, and workers will 
be employed, when purchasers buy 


goods at prices that will cover the 
costs and induce the production. 
With a growing economy, a growing 
population and a growing ability to 
produce, demand must also rise if the 
growing productive capacity is to be 
kept employed—and if the popula- 
tion is to enjoy the fruits of the pro- 
ductive capacity. 

Many recommendations of this 
policy statement are directed to main- 
taining a rising level of demand. At 
the same time we wish to emphasize 
that not all economic problems can 
be solved by merely stimulating de- 
mand. Increases in demand will not 
by themselves make the economy 
efficient or progressive if other condi- 
tions are not favorable. Moreover, we 
should not maintain total demand in 
ways that will interfere with adjust- 
ments needed for economic vitality. 
Some firms and industries may face 
the need for adjustments because de- 
mand for their products is shrinking 
or because their costs have become 
excessive. Measures to maintain ade- 
quate total demand should not inter- 
fere with these adjustments by arti- 
ficially stimulating demand in partic- 
ular industries. We should seek to 
maintain adequate total demand by 
means that are general in their im- 
pact. If general measures are used, 
industries with a relative shrinkage 
of demand or a relative increase in 
costs will still be under pressure to 
take corrective action. The normal 
competitive processes of the economy 
will provide such pressure. 

Furthermore, policy to sustain total 
demand must reckon with the infla- 
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tionary effects of excessive demand. 
But inflation can be avoided without 
deflation and without a general de- 
ficiency of demand. ... 


SUMMARY 

The determination to prevent de- 
pression is a national determination 
shared by all sectors of the commu- 
nity. The responsibility is also shared 
by all. In this paper we have dis- 
cussed what business and government 
can do. But labor, agriculture, con- 
sumers and other groups in the soci- 
ety also have responsibilities that 


should be studied. 


What Business Can Do 
The responsibility of the individual 


business to help achieve greater eco- 
nomic stability must be discharged 
within the framework of its other 
responsibilities for efficient produc- 
tion and distribution. This is a limita- 
tion, but it still leaves the individual 
business with an important part to 
play: 

1. Businesses should exploit fully 
the potentialities of research in the 
development of new products and 
improved production methods. 

2. Businesses should be constantly 
alert and vigorous to improve their 
marketing methods, to make sure 
that the consumer is well informed 
and efficiently served and that the 
producer is aware of potential mar- 
kets. A revival of attention to selling 
is now required, after neglect in the 
war and postwar period. 

3. If sales decline, businesses 
should not automatically cut selling 


effort and advertising budgets, as 
they have often done in the past. 
They should appraise the possibilities 
that will exist for maintaining sales 
by redoubled effort in an economy 
where incomes and savings will still 
be large. 

4. Businesses should follow a more 
stable inventory policy. They should 
avoid speculation, either on the up- 
side or on the downside, but should 
seek to keep at all times the minimum 
balanced inventory needed for effi- 
cient operation. 

5. Plant.and equipment expendi- 
tures of businesses should be based 
on a long-term view of their contribu- 
tion to the purposes of the enterprise. 
In this long-term view the current 
state of business, whether booming or 
depressed, should be placed in the 
perspective of the rate of growth and 
degree of stability that may reason- 
ably be expected. This long-term 
view will, we believe, tend to reduce 
cyclical fluctuations in business in- 
vestment. 

6. Businesses should strengthen 
their financial structures, partly by 
less reliance upon short-term borrow- 
ing. 

7. The vigor and inventiveness 
that American business has shown in 
many other fields should be brought 
to bear upon the problem of more 
rapid and steadier economic growth. 
In the period 1943-45, when CED 
was engaged in a program to stimu- 
late business action to achieve high 
postwar production and employment, 
we found that businesses could do 
this more effectively if they set up 


/ 
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their internal organizations system- 
atically for this purpose. 

8. Trade associations have an im- 
portant job of research and education 
in applying to their own industries 
such general precepts as those listed 
above on what business can do. In 
addition, they can help to obtain 
more up-to-date and complete statis- 
tical information on inventories, sales 
and other subjects. . . . 


What the Federal Govern- 
ment Can Do 


1. The Federal government, 
through the Federal Reserve System, 
should provide the basis for the ex- 
pansion of the supply of money and 
credit needed by a growing economy. 

2. Early in an actual or threatened 
recession monetary policy should aim 
to assure that the economy will not 
only be relieved of any pressure of 
illiquidity but also will be provided 
with the most favorable financial con- 
ditions for expansion. 

3. The Federal government should 
adopt a stabilizing budget policy, un- 
der which it would not try to elimi- 
nate or reduce the large deficit that 
will automatically emerge in a reces- 
sion as a result of a decline in tax 
receipts and an increase in certain ex- 
penditures. This deficit will be a 
force tending to limit the recession. 
A stabilizing budget policy should 
also produce surpluses to reduce the 
debt when employment is above a 
standard high level. 

4. The present system of paying re- 
funds under the Federal individual 
income tax should be revised so that 


the refunds will be paid more 
promptly. 

5. Businesses should be allowed to 
carry back operating losses to apply 
against the profits of the two preced- 
ing years, rather than only one year 
as at present. This will increase the 
amount of tax refunds paid in a reces- 
sion. 

6. The Federal government should 
establish a fund for loans to state un- 
employment compensation funds that 
may be in danger of exhaustion. 

7. The Federal government should 
collect additional data on the econom- 
ic situation and outlook and make 
the data available more promptly. 

8. The terms of Federal loans and 
loan-guarantees—including housing 
credit—should be flexibly adapted to 
changing economic conditions. 

9. In the event of a serious econom- 
ic decline, a temporary cut in Federal 
tax rates should be considered to stim- 
ulate private expenditure. Plans for 
this action should be made in ad- 
vance. The Administration should 
decide in advance what kind of tax 
cut it would recommend, in what 
circumstances, and should discuss 
these plans with Congressional lead- 
ers. Ordinarily the tax cut should take 
the form of an across-the-board cut in 
individual income tax rates, but there 
may be circumstances in which some 
other tax change would be preferable. 
The initial cut should be substantial 
and should be followed up by other 
cuts as necessary. The cuts should 
automatically expire—subject to re- 
newal by positive action—after a spe- 
cific period, such as one year. 
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10. In the event of a serious de- 
cline involving a large drop of total 
construction activity, Federal public 
works expenditures should be in- 
creased. The backlog of Federal 
projects should be reviewed to make 
sure that a sufficiently large part of 
the backlog would be ready to go in 
an emergency. Advance plans should 
be made for the establishment of a 
central agency to expedite and co- 
ordinate Federal construction in an 
emergency. The size of the Federal 
public works program should be gov- 
erned by (a) what can be efficiently 
and flexibly done, (b) the urgency 
of the projects, and (c) the desir- 
ability of preventing construction ac- 
tivity and employment from falling 
far below its “normal” high employ- 
ment level. 

11. The Federal government 
should offer loans to state and local 
governments for planning construc- 
tion. 

12. The Federal government 
should prepare in advance, for insti- 
tution when needed, a program of 
credit support to state and local gov- 
ernments for construction. 


We need confidence that the 
American economy will be much 
more stable than it has been in the 


past. Without such confidence, the 
maintenance of reasonable stability 


over any long period will be difficult. _ 


And even if ‘we succeed, the con- 
tinuing thought that we will fail it- 
self has serious consequences. It is 


' 


not healthful to have the friendly — 
part of the world awaiting the next _ 


USS. depression with fear, while the 
hostile part looks forward to it as 
the event that will turn the tide of 
history in its direction. 

We face a challenge. Despite its 
many brilliant achievements, the fu- 
ture of our competitive enterprise 
system will not be secure unless we 
can avoid the devastating effects of 
boom and bust. 

We face that challenge with con- 
fidence. Our economy can achieve its 
high potential without violent fluc- 
tuations. We base our confidence 
upon many facts—such as strength- 
ening of our financial and economic 
structure, the longer-term perspec- 
tive of business planning, the sta- 
bilizing influence of unemployment 
compensation and income taxation, 
the other powerful instruments now 
available and the improved under- 
standing of their use. And most im- 
portant of all, we base our confi- 
dence upon the determination of the 
American people to meet the chal- 
lenge. 


THE PRESENT ECONOMIC SITUATION AND WHAT 
SHOULD BE DONE NOW* 
From “Additional Views of Senator Paul H. Douglas and Repre- 


sentative Richard Bolling” in Joint Economic Report: Report 
of the Joint Committee on the Economic Report 


... Dr. Edwin G. Nourse, former- 
ly of the Brookings Institution and 
former Chairman of the Council of 
Economic Advisers, in testimony be- 
fore this committee correctly char- 
acterized the administration’s funda- 
mental premise: 


If I may resort to military vernacular, 
I would suggest that the net effect of the 
economic report is to portray this situa- 
tion as “operation little switch” whereas 
in fact it will prove to be “operation 
big switch.” 


The faulty premise that this tran- 
sition is an easy, self-regulating small 
magnitude operation lies at the heart 
of the faulty policy proposals of the 
administration. Nowhere in the ad- 
ministration’s report do we find— 

1. A concrete program to boldly 
move forward now to prevent a 
worsening of present conditions, but 
rather a tendency to wait until the 
situation develops further. We won- 
der, how long? 

2. A farsighted conception of the 


* This selection is from the supplemen- 
tary views of Senator Douglas and Repre- 
sentative Bolling to Report of the Joint 
Committee on the Economic Report on 
the January 1954 Economic Report of the 
President (Washington: Government Print- 
ing Office, February, 1954), pp. 25-29. 
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responsibilities for moving forward 
economically, in order to continue 
that expansion of purchasing and 
production necessary to provide jobs 
for the some 600,000 new members 
who will probably move into the 
labor force this year. Rather, there 
is an implied tendency to talk of the 
long-run need for sustained econom- 
ic growth while, without saying so, 
surrendering in the immediate short 
run to “contraction” or “readjust- 
ment” without saying how far this 
process is acceptable before the at- 
tainment of long-run goals become 
a distant mirage. 

We agree thoroughly with the 
basic concept of the report that pro- 
duction and jobs are the primary re- 
sponsibility of private initiative and 
industry. We cannot accept, how- 
ever, the implication that a depres- 
sion must be upon us before gov- 
ernment should take some remedial 
action, especially when, as at present, 
a substantial part of the depressive 
forces grow out of governmental 
policies. 

We regard the Executive’s report 
as wholly inadequate in scope and 
wrong in the theory of the remedies 
it proposes. No one quarrels with the 
sincerity of the administration. 
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We believe that the administra- 
tion proposals are so hedged with 
a series of “ifs” that there is displayed 
a reluctance to seize the initiative 
and act resolutely. Economic up- 
heavals do not wait for “certainties” 
in administrative minds. 

In fact, in speaking of the ad- 
ministration program, the Economic 
Report states: 


It is nota legislative program of emer- 
gency measures, for the current situa- 
tion clearly does not require one. 


We challenge this assumption. 

Later the report sets forth the 
basic principles which it says will 
guide it in meeting the situation. 
We call attention to the fact that 
in some particulars the basic prin- 
ciples do not square with the broad 
statements quoted above. 


The first and foremost principle is to 
take preventive action as was done dur- 
ing the past year and as is further rec- 
ommended in this report. 


This refers to the tightening, then 
loosening of the interest-credit screws 
last year, and passes over the fact 
that the sum total of the action 
taken, in timing and other details, 
seriously jolted the economy. 


The second principle is to avoid a 
doctrinaire position * * * 


Nobody questions the broad prin- 
ciple of these words, but taken in 
total, they amount to a plea in abate- 
ment. Actually, they are fine writ- 
ing and no more. 


The third basic principle is to pursue 
measures that will foster the expansion 


of private activity, by stimulating con- 
sumers to spend more money and busi- 
nessmen to create more jobs [italics 
ours], so that the economy may resume 
its growth with new strength. 


That is exactly what we Demo- 
crats propose to do, if the adminis- 
tration will lend its help with a will 
and conviction. But we are con- 
vinced that the administration pro- 
gram will never achieve this noble 
objective, and we shall soon show 
why. 

The fourth principle is to act prompt- 
ly and vigorously if [italics added] eco- 
nomic conditions require it. 


Agreed. If not now, when? Must 
a depression be storming down upon 
us before that “if” time is reached? 
We think not. 

The Democratic Party has tradi- 
tionally stood for prosperity, and 
fought against depression no matter 
which party held power. We believe 
all Democrats will give the President 
support on prompt and vigorous ac- 
tion. We would rather have pros- 
perity and have the Republican Party 
in power forever than have this Na- 
tion undergo the catastrophic up- 
heaval of another depression, with 
all its terrible social consequences. 

The objectives above, read against 
the business conditions we have re- 
cited from official sources, and 
against the very uncertain fate of 
the President’s foreign trade expan- 
sion program in this Republican Con- 
gress, compel us to believe that reme- 
dies are due now. 

We have discussed the “trickle 
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down” theory which is the core of 
the administration tax program in 
the supplemental views of the mi- 
nority. It was tried in 1926-27—28- 
29-30, and everyone knows the re- 
sults. They were disastrous. This 
concept is to give tax relief to the 
upper brackets, who will save more, 
invest more, expand industrial plant, 
create more jobs, and therefore ex- 
pand purchasing and consumption. 

In normal times, this concept has 
a reasonable working validity. There 
will be some expansion. 

But these are not normal times. 
In periods of business uncertainty, 
savings flow into the banks, and 
there tend to become sterilized. Un- 
der increased business hazards, banks 
do not lend, and borrowers will not 
seek loans. Both sit tight and ride 
out the uncertainties. We also urge 
this additional thought; the inven- 
tory situation shows that presently 
we do not need plant expansion so 
much as we need more purchasing 
power to absorb the products exist- 
ing plants are capable of producing. 
This point is completely admitted 
by the language of the Economic 
Report, third basic principle under- 
lined above. 

On a full year basis, about $2 bil- 
lion capable of plant investment was 
released to corporations by expira- 
tion of the excess-profits tax as pro- 
vided by law by the 82d Congress; 
another $3 billion to individuals by 
expiration of the income tax 10 per- 
cent increase, offset, however, by 
an increase of $1.3 billion in the 
social security tax, which became 


effective simultaneously on January 
1, 1954. 

Now the administration proposes 
to revive business by a “trickle 
down” program of additional tax 
cuts for the higher brackets, and for 
business for investment and plant 
expansion. 

The administration tax program 
briefly provides this— 

(1) $250 million of reductions for 
individuals through more liberal 
credits for medical charges, baby sit- 
ters’ deductions for working widows 
and widowers, income-splitting for 
heads of households, and other small 
similar benefits. 

(2) $1.8 billion of relief for busi- 
ness. 

(3) $1.2 billion of reductions for 
recipients of dividends. 

Investors and business would get 
12 times as much tax relief as in- 
dividuals on salaries and wages. But 
that doesn’t tell the whole story. 
The average individual would get 
$6 in tax relief, while the average 
dividend recipient would get $200 
($1.2 billion divided by 6 million 
stockholders). That is 33 times as 
much. But it-should be noted that 
less than 4 percent of the taxpayers 
receiving dividends (the group with 
incomes over $10,000) get more than 
75 percent of all dividends. (See 
Treasury Release No. H-266, Octo- 
ber 8, 1953.) Moreover, recent 
studies have shown that less than 
1 percent of all American families 
own 80 percent of all publicly held 
stock. 

We regard as unconscionable the 
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provision for a 15 percent credit 
against taxes (in the third year) to 
dividend recipients. If the credit 
were against taxable income, there 
would be less inequity in the pro- 
posal. But, this credit is so arranged 
that a man earning $12,000 a year 
from dividends (4 percent on $300,- 
000 of stocks), with a family of 3 
(wife and 2 children) would have 
a credit of $1,800 (15 percent of 
$12,000). This would not be credit- 
ed against his $9,600 taxable income 
($12,000 minus $2,400 personal ex- 
emptions under current law). It 
would be subtracted from the ap- 
proximately $2,100 of taxes due, leav- 
ing him $300 to pay. But his neigh- 
bor—a lawyer, doctor, merchant— 
with the same family, the same in- 
come, and working hard for it, 
would have to pay the full $2,100 
of taxes. 

This is “trickle down” with a 
capital T. It outdoes anything of the 
1920’s. It is inequitable and grossly 
so. 

It will never solve the problem 
of “stimulating consumers to spend 
more money and businessmen to 
create more jobs”; it will not add 
basically to purchasing power, be- 
cause, as we have shown, the $1.2 
billions of tax relief to dividend earn- 
ers will go mostly to the 4 percent of 
taxpayers who have incomes of over 
$10,000. The $1.8 billions of deduc- 
tions for business will go primarily 
to a segment of the economy that has 
already received $2 billion of relief on 
the excess-profits tax, and that is al- 
ready searching for markets for the 


products of present plants rather than 
worrying about expanding capacity. 

We suggest that those who take 
a rosy view of the potentialities of 
this tax program consult across the 
country with the farmers and deal- 
ers in the products of Ford, Gen- 
eral Motors, International Harvester. 
Caterpillar, machinery and appli 
ances, as to which is most needed: 
consumer buying power or more 
productive expansion. 

We believe that what is needec 
now is a sound tax program, one 
which is fair to all taxpayers anc 
one which will build up mass pur 
chasing power and help to get thi 
Nation out of its current recession 
We advocate an immediate increas 
in the personal income tax exemptior 
of from $600 (current) to $800 anc 
drastic reductions in excise tax rates 
Such a program would pour addi 
tional purchasing power into th 
economy and hence increase sales 
production, and employment. 

There are other steps we can take 

Congress has appropriated $8 
million for advance planning o 
State and local public works. In add: 
tion, it is estimated that by the en: 
of the current fiscal year, $1.2 billio: 
of authorized Federal civil publ: 
works projects will be planned t 
the stage where construction coul 
be started. Another $3.5 billion | 
in the planning stage. Other plar 
should be ready for a _ wortl 
while program of highways, road 
schools, hospitals, and other nee: 
ed projects when they are neede 
to sustain the economy. We no 
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with deep approval the constructive 
section of the committee report on 
the necessity of having these pro- 
grams ready to go. We believe that 
the Congress should seriously con- 
sider one further step in this field: 
The enactment of legislation to cre- 
ate a specific agency to harmonize 
Federal-State-local plans, to keep 
such plans up to date, and to man- 
age and direct public construction 
programs when they are instituted. 
Such agency should be under the 
direction of the President, and 
should have the cooperation and 
facilities of all other Federal agen- 
cies at its support. Perhaps we shall 
need an additional appropriation for 
this purpose. 

The appropriate committees of 
the Congress should consider legis- 
lation to encourage the States and 
give them incentives to modernize 
unemployment compensation pay- 
ments under a standardized proce- 
dure. This modernization might in- 
clude 26 weeks of compensation at 
50 percent of a worker’s average pay 
in the 3 months preceding layoff, 
with a maximum of $35 to $40 a 
week, should the committees, after 
hearing evidence, decide that this 
standard was desirable. 

We should have energetic govern- 
mental efforts to remove the over- 


hanging farm surplus without dis- 
rupting domestic or foreign markets. 

A. Authorize the use of commodi- 
ties to supplement the rations of 
those on relief, aged pensioners, and 
those in hospitals, orphanages, and 
public and private eleemosynary in- 
stitutions. 

B. Provide an expansive foreign 
relief program through such private 
and/or public agencies as Congress 
may find suitable to handle this pro- 
gram. 

C. Authorize and provide for the 
extensive exchange of commodities 
for strategic minerals: uranium, tin, 
manganese, rubber, mica, etc. 
Amendment of the law is necessary 
to expand the program and provide 
for processing and shipping. 

D. Use surplus commodities as a 
means of psychological warfare wher- 
ever deliverable by various means. 

These are definite steps which we 
can employ to stop the economic 
downtrend and put the Nation back 
on the track of prosperity. We are 
firmly convinced of the basic 
economic health of the country and 
that we should not look at the fu- 
ture with trepidation. But we must 
keep alert to the danger signs and 
move to counteract them as they 
arise. For if we ignore them, we can 
get ourselves into real trouble. 
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